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SYSTEMS SERVICES BY CPAs:
DEMAND, OPINIONS, AND EXPECTATIONS
Dr. Joan G. Schroeder, CPA 
Milwaukee, Wisconsin
Within recent years practicing certified public 
accountants increasingly have been called upon 
to provide a variety of services for their 
clients other than the traditional auditing and 
tax work. One of the most common types of 
“other” services performed by the CPA has 
involved the design or revision of accounting 
and information systems.1
The span of services which public account­
ing firms may provide in the systems area is 
broad. Systems clients may be family-run pro­
prietorships or internationally-known corporate 
complexes. A systems problem may involve 
data gathering and analysis for an entire 
company or it may relate to any one of a 
number of specific subsystems, such as payroll, 
inventory control, or purchasing.
Techniques employed to gather and process 
data may range from manual to electronic 
methods. Within each of these areas, numerous 
specific operations may be involved. Designing 
forms, establishing procedures, preparing or­
ganization charts, or advising management on 
purchases of data processing equipment are 
only a few of the particular phases of systems 
work.
When minor systems problems arise, the 
CPA may make suggestions for improvement as 
a routine part of his audit or tax work. Fre­
quently, however, a thorough study of the 
situation by the CPA on a specific engagement 
basis is required.
During 1965 a research project was under­
taken to determine and evaluate (1) the extent 
to which public accounting firms serve as 
systems consultants to business and the growth, 
variety, and scope of the consultation provided 
and (2) the opinions and anticipations of 
practicing CPAs with respect to systems 
services. Accounting firms included in the 
study ranged in size from sole practitioners 
to large offices of national firms.
The primary source of information was a 
mail survey of the public accounting firms 
located in Wisconsin. Questionnaires were also 
sent to a group of firms in other states through­
out the country for purposes of comparison 
with the Wisconsin respondents. In addition, 
personal interviews were conducted with a 
number of certified public accountants—both 
systems specialists and others. This report 
summarizes some of the findings of that study. 
The questionnaire results presented are based 
on 160 replies from the Wisconsin firms 
representing 68.4 percent of the firms located 
in the state. Among the variables discussed 
here, differences between offices in Wisconsin 
and those in other states were negligible.
Nature of Systems Services Provided
A total of 145 (91 per cent) of the public 
accounting firms responding to the question­
naire had experienced a demand for systems 
services. This demand was categorized as 
either substantial or limited and varied di­
rectly with the sizes of the firms. For example, 
75 per cent of the firms having twenty-four or 
more full-time accounting personnel reported 
a substantial demand but only 17 per cent of 
the sole practitioners indicated demand was 
substantial. Fifteen firms, all with nine or 
fewer accountants, had experienced no demand 
for systems services or advice.2 These data 
are presented in the accompanying table.
Each respondent reporting a demand for 
systems services or advice from his office was 
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also requested to consider whether this de­
mand had increased, remained about the 
same, or decreased during the past few years. 
Ninety-five per cent of the accountants whose 
firms were experiencing a substantial current 
demand signified that this demand had in­
creased in recent years. The five per cent 
indicating demand had remained unchanged 
was concentrated among the smaller firms.
Those firms reporting a limited current de­
mand for systems services or advice were 
generally divided between stating that the 
demand had increased or that it had remained 
the same. One firm in this group had experi­
enced a decline in the demand for systems 
work. When all firms were grouped, those not­
ing an increase in demand exceeded those 
indicating no change. The sole practitioners’ 
category was the only one where the latter 
opinion predominated.
Although the location of a given accounting 
office in a particular community may prede­
termine some of the characteristics of its 
clients, CPAs as a group provide systems 
services to firms of all types. Among those 
included in this study, 88 percent reported 
that systems work had been done for whole­
sale and retail enterprises. Manufacturing was 
second in the rankings, construction companies 
third, and professional or service concerns 
fourth.
These were the only businesses for which 
more than half of the public accounting firms, 
regardless of size, had performed systems 
work. Other categories, such as transportation 
and communication, public utilities, banking­
finance-insurance, and institutional, were serv­
iced by less then 40 per cent of the public ac­
countants, and primarily by the larger offices.
1 Previous research into the extent of participation 
by CPAs in all types of management service activities 
has indicated that work of a systems nature is of 
major proportions. See, for example: Research Depart­
ment, American Institute of Certified Public Accountants, 
“A Survey: Management Services by CPAs,” Journal 
of Accountancy, June 1957, pp. 42-7 ; James E. Redfield, 
A Study of Management Services by Certified Public 
Accountants (Austin: Bureau of Business Research, The 
University of Texas, 1961) pp. 74-85.
2 Several of the questions immediately following the 
one dealing with demand were concerned with current 
systems practice. Hence, in the questionnaire, the 15 
respondents who reported no demand were directed to 
pass over these questions and continue at a later 
point. The analyses of these questions, which are 
contained in this and the following section, are thus 
based on a maximum of 145 responses, rather than 160.
Specific Aspects of Systems Services
A variety of activities differing in scope and 
complexity may be performed in systems 
engagements. Among the public accounting 
firms comprising this study, 79 per cent re­
ported that their offices had been involved in 
the initial systems review such as determining 
specific problems, studying needs, or con­
sidering alternative solutions.
Between 60 and 90 per cent of the ac­
countants had presented systems recommenda­
tions or specific plans of action to clients, 
designed forms, set up reporting systems, 
participated in the installation of systems, 
helped train the clients’ employees in the 
use of new systems, and performed follow-up 
activities after systems had been installed. 
Such activities included determining whether 
employees were following prescribed routines 
and whether equipment was being used as 
planned. Only five of the CPAs reported that 
their offices had not prepared a chart of
(continued to page 16)
FIRMS REPORTING PRESENT DEMAND FOR SYSTEMS SERVICES 
OR ADVICE
(Stratified by size of accounting firm)
Number of full-time accounting personnel




To what extent has
there been a demand
for systems services or
advice from your office?
Number of replies 40 39 53 20 8 160
Per cent of total 
replying:
Substantial (61) 17 33 47 50 75 38
Limited (84) 63 51 51 50 25 53
None (15) 20 16 2 — — 9
100 100 100 100 100 100
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is notable for its discussion of the word 
'appears.’
The connotation attributable to this word is 
illustrated by the rather extreme example 
previously discussed in Rev. Rul. 65-254, CB 
1965-2, 50. It was pointed out that although 
income from embezzlement must be included 
in taxable income, subsequent restoration 
would not come within the purview of Section 
1341, as no semblance of right to these funds 
could ever rest with the taxpayer. When this 
current ruling is read in conjunction with 
cases within this area the applicability of Sec­
tion 1341 should be clarified.
Executive Compensation—Repayments
No discussion of the restoration of previously 
reported income is complete without consider­
ation of litigation involving executives in 
closely held corporations. Upon examination 
of the corporate tax return a portion of execu­
tive compensation may be disallowed on the 
grounds that it is excessive. Similarly certain 
reimbursed travel and entertainment expenses 
may be disallowed due to failure to comply 
with the regulations. Such adjustments have 
the effect of double taxation, as the corpora­
tion’s income is increased and the recipient 
has either included the payment in income 
or will be forced to, in the case of reimbursed 
travel and entertainment expense.
To alleviate this situation many executives 
have repaid such items to the corporation and 
attempted to take the deduction in the year of 
payment, to no avail. It has been the conten­
tion of the Service that 1341 did not apply be­
cause, at the time of receipt, the executive had 
the unrestricted right to the use of the funds; 
and it was only by virtue of a subsequent 
Treasury Department examination that this 
status was altered. Lack of business purpose 
or legal obligation to repay precluded any 
other justification for the deduction.
A recent decision, Vincent E. Oswald, 49 
T.C. 68, offers a possible solution. In this 
case the corporation adopted by-laws which 
required all officers to repay any amounts 
received that were subsequently disallowed as 
an expense to the corporation, upon examina­
tion of the returns by the Treasury Depart­
ment.
When, six years later, a portion of Mr. 
Oswald’s salary was deemed excessive by the 
Service, counsel advised him that the by-laws 
had created an enforceable claim for resti­
tution of the amount disallowed. Accordingly, 
Oswald restored the salary to the Corporation 
and took the payment on his income tax 
return for that year. The Tax Court allowed 
the deduction on the ground that the payment 
was a legal obligation and there was a valid 
business purpose involved, namely, making 
funds available to the corporation with which 
to pay the tax deficiency.
An analysis of the Court’s reasoning in this 
case indicates that where repayment clauses 
are incorporated in the by-laws or employ­
ment contract, and the executive is put on 
notice of his legal obligation of repayment 
it will be possible to deduct such payments. 
This contractual obligation must, however, be 
created at the outset of the employment con­
tract, as in the past the Courts have disallowed 
the deduction where a post-examination agree­
ment was involved.
SYSTEMS SERVICES
(continued from page 14) 
accounts, the framework for any accounting 
system.
Several other activities were preformed by 
less than half of the firms—and by larger 
firms more often than smaller offices. These 
activities include the selection of data process­
ing equipment, the formulation of cost or sav­
ings estimates, and the preparation of computer 
programs. Only 3 per cent of the one-man 
firms had performed all of the eleven services 
discussed, while 75 per cent of the largest 
firms had done so.
Payroll, inventory control, purchasing, and 
selling-order processing-accounts receivable 
were the four functional areas in which the 
accountants had experienced the most frequent 
demands for systems work.
Many of the differences which existed be­
tween the systems services rendered by the 
larger and the smaller accounting firms resulted 
from the natures of their respective clients 
rather than from the inherent natures of the 
services needed. The systems clients of the 
larger accounting offices were more often 
large enterprises with volumes of data to be 
processed, interrelated, and analyzed, requir­
ing that the consulting group be familiar with 
the capabilities and applications of complex, 
multi-faceted systems installations. The clients 
of the smaller accounting firms often had 
similar systems problems, but the require­
ments for sophisticated equipment configura­
tions and the considerations necessitated by 
complex organizational structures were absent.
Future Expectations of CPAs 
in the Systems Area
Sixty-eight per cent of the CPAs in this study 
expected the demand for systems services to 
accelerate. The remaining 32 per cent antici­
pated that demand would remain at its present 
(concluded on page 19)
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LETTERS TO THE WOMAN CPA
WHOLESALE INFLATION
OF BALANCE SHEETS?
I found the article “Reporting of Leases” 
by Eileen Corcoran very interesting. Nat­
urally, the requirement of purchase account­
ing for non-cancellable leases between un­
related parties is a big step forward in re­
solving the doubts and questions of auditors 
of the lessees.
However, since in most instances the lessor 
will not treat the non-cancellable lease as a 
sale until the option is actually exercised, 
(if the lease contains such an option) we may
ELAINE CEREGHINI, CPA, Special Editor 
Touche, Ross, Bailey & Smart 
New York, New York
be involved in a wholesale inflation of balance 
sheets. This will occur if the same assets 
appear on the balance sheets of both the 
lessor and the lessee and there is no appro­
priate disclosure on the statements of the 
lessee of property merely treated as having 
been purchased segregated from fixed assets 
acquired in the ordinary course of business.
It will be interesting to see what conclusion 
is reached in Opinion No. 7 relating to the 
lessor’s disclosure on its balance sheet.
Barbara I. Rausch, CPA 
Grove City, Ohio
SYSTEMS SERVICES
(continued from page 16) 
level. One of the CPAs interviewed stated 
frankly that lie expected his office’s systems 
billings would double in the next five years. 
Another reported that almost every new client 
was a systems job.
Wholesale and retail firms and manufactur­
ing companies had been important systems 
clients in the past. These types of businesses 
were expected to contribute a great deal to 
the future growth of systems work anticipated 
by the public accountants. Many of the CPAs, 
especially those representing medium to large 
offices, expected an increase in one or more 
other types of systems clients: construction, 
transportation and communication, public utili­
ties, banking-finance-insurance, institutions, and 
professional or service.
Budgeting and factory or cost accounting 
were expected to be the function al areas in 
which the greatest increases in systems work 
would be registered. Small offices of CPAs 
expected timekeeping and payroll to become 
more important, while the larger accounting 
concerns planned on a relatively greater num­
ber of engagements involving inventory con­
trol.
Feelings of CPAs Regarding Systems Practice
Among the 160 firms surveyed, 126 believed 
that CPAs should provide more services in 
the systems area. Suggestions offered included: 
determine clients’ needs and inform them of 
systems importance, become more knowledge­
able about data processing equipment and its 
usage, educate themselves, “sell” systems work 
to the public, and devote attention to the 
small business firm. In accomplishing these 
objectives, however, the accountants were 
concerned about a lack of qualified personnel 
to provide the many, complex systems re­
quested and needed by businesses. The ac­
countants believed that improved services in 
the systems area might also be hampered by 
such factors as: lack of time, the attitude of 
clients toward fees, ethical constraints, and 
the interests and desires of certified public 
accountants themselves.
Those who felt that public accounting firms 
should not do more in the systems area most 
often cited the specialized nature of much of 
the work as a restrictive factor.
Hesitation did not exist, however, when the 
accountants were questioned about whether a 
“CPA should make it a point to call the 
client’s attention to areas where systems could 
or should be improved”. Among the 160 
respondents, only one, a sole practitioner, said 
“no”. Three did not answer the question, and 
the remaining 156 replied “yes”. Of particular 
interest is the fact that of the fifteen respon­
dents who indicated that their offices had 
experienced no demand for systems work, 
thirteen of them felt that the CPA should 
point out systems deficiencies to management. 
It would appear that these CPAs were provid­
ing some systems advice without recognizing 
it as such.
Accounting firms can offer present clients 
an intimate knowledge of their businesses, 
invaluable in systems work and not usually 
possessed by other consultants. Though many 
uncertainties still exist in the provision of 
systems services, such problems must be re­
solved in the light of the specific, anticipated 
demands for various services, the personnel 
who are available or can be procured, and the 
staff development which can be undertaken.
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